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 Provincial Bill 148

 Federal Tax Proposals 
 July 18, 2017 introduction

 October 2017 announcement(s)

 December announcement



Corporate Tax Rate Changes



Small Busines versus High Rate

Small Business
Income < $500,000
COMPANY

Income 100,000

Tax (15%) (15,000)

Net 85,000

Dividend (85,000)

NIL

High Rate
Income > $500,000

PERSONAL

Dividend 85,000

Non-eligible dividend Tax (38,500)

Net 46,500

COMPANY

Income 100,000

Tax (26.5%) (26,500)

Net 73,500

Dividend (73,500)

NIL

PERSONAL

Dividend 73,500

Eligible dividend Tax (28,900)

Net 44,600

Overall ~1.9% better with small business income versus high rate



Corporate Tax Rate Changes

 Small business tax rates (income <$500k)

 Rate reductions are based on calendar year 
ends and will therefore be pro-rated based on 
off calendar year ends

 No change to high rate taxes (income >$500k 
or when assets >$10M) which is 26.5%, and can 
generally be reduced to 25% for farming as it is 
considered manufacturing and processing 
income in Ontario

2017 Jan 1, 
2018

Jan 1, 
2019

Federal 10.5 10.0 9.0

Ontario 4.5 3.5 3.5

Combined 15.0 13.5 12.5



Personal Tax Changes



Personal Tax Changes

New for 2017:
 Canada Caregiver tax credit – consolidating

three former credits (infirm dependent credit, 
caregiver credit, and family caregiver
amount) for ease of application

 Federal Public Transit credit eliminated after
June 30, 2017

 Ontario Seniors’ Public Transit credit starting
July 1, 2017

 Children Fitness and Arts credits have been 
eliminated



Bracket General Tax Rate
(capital gains at ½ of rates)

$0 - $46,000 20%

$46,000 - $92,000 31%

$92,000 - $142,000 43%

$142,000 - $220,000 48%

> $220,000 54%

Rates and 
brackets
are approximate

Note:  
Highest non-eligible dividend rate ~45%
Highest eligible dividend rate ~39%

Personal Tax Changes
(2017 Ontario)



2017 Taxable Income

2017 Marginal Tax Rates (ONTARIO)

Salary, Business & 
Other Income

Capital
Gains

Canadian Dividends

Eligible Non-Eligible

first $42,201 20.05% 10.03% -6.86% 6.13%

$42,201 up to $45,916 24.15% 12.08% -1.20% 10.93%

$45,916 up to $74,313 29.65% 14.83% 6.39% 17.37%

$74,313 up to $84,404 31.48% 15.74% 8.92% 19.51%

$84,404 up to $87,559 33.89% 16.95% 12.24% 22.33%

$87,559 up to $91,831 37.91% 18.95% 17.79% 27.03%

$91,831 up to $142,353 43.41% 21.70% 25.38% 33.46%

$142,353 to $150,000 46.41% 23.20% 29.52% 36.97%

$150,000 to $202,800 47.97% 23.98% 31.67% 38.80%

$202,800 to $220,000 51.97% 25.98% 37.19% 43.48%

over $220,000 53.53% 26.76% 39.34% 45.30%

Personal Tax Changes
Changes for 2018
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Small increase due to lower SBD rates.



Understanding Tax Integration



COMPANY

Income 100,000

Tax (15.0%) (15,000)

Net 85,000

Dividend (85,000)

NIL

Small Business Corporate 
Income

PERSONAL

Dividend 85,000

Tax (45.3%) (38,500)

Net 46,500

PERSONAL

Wage 100,000

Tax (53.5%) (53,500)

Net 46,500

Personal Income

Understanding Tax Integration
(2017 Ontario)



COMPANY

Income 100,000

Tax (15.0%) 
(13.5%)

(15,000)

Net 85,000

Dividend (85,000)

NIL

Small Business Corporate 
Income

PERSONAL

Dividend 85,000

Tax (45.3%) 
(46.84%)

(38,500)

Net 46,500

PERSONAL

Wage 100,000

Tax (53.5%) (53,500)

Net 46,500

Personal Income

Understanding Tax Integration
(2017  2018 Ontario)

86,500

(40,500)

46,000

100,000

(13,500)

86,500

(86,500)

NIL



Provincial Bill 148



Bill 148

 Effective January 1, 2018

 Changes not affecting farm employees (with
exemption of certain foreign worker situations):
 Minimum wage increase from $11.60/hr. to $14.00/hr.

 Calculation of statutory holiday pay

 Vacation entitlement

 Changes affecting farm employees:
 Changes to entitled leaves of absence (personal

emergency days, domestic or sexual violence leave, 
etc.)



Federal Tax Proposals
July 18, 2017 introduction

October 2017 announcement(s)

December announcement





Minister of Finance’s 
Comments
“There are worrying trends … that some may be 
using corporate structures to avoid paying their 
fair share, rather than to invest in their 
business and maintain their competitive 
advantage.”
“Our Government is proposing solutions to close 
loopholes and deal with tax planning strategies 
that involve the use of private corporations.  
These are complex rules, and we recognize that 
it will mean a big change for some.”

The Honourable William F. Morneau, Minister of Finance
July 18, 2017



Proposed Changes

 The proposals affect 4 areas:
1. Sprinkling income using private corporations

2. Capital gains exemption restrictions 

3. Taxation of corporate investment income

4. Capital gains taxation (surplus stripping)

 Every private company may be impacted 
by one or more of these proposals

Eliminated

Eliminated



#1 – Sprinkling Income Using 
Private Corporations

1

Effective date: January 1, 2018



Proposal #1 – what’s the 
issue?

COMPANY

Income 100,000

Tax (15.0%) (15,000)

Net 85,000

Dividend (85,000)

NIL

Corporately Earned

PERSONAL

Dividend 85,000

Tax on dividend  (45.3%) (38,500)

Net 46,500

PERSONAL

Wage 100,000

Tax (53.5%) (53,500)

Net 46,500

Presume highest Ontario personal marginal tax rates, SBD corporate income.

Personally Earned

The ability to sprinkle the 
dividends to other family 
members who may be at a 
lower tax bracket



Definition – Income 
Sprinkling
 Defined as “a range of tax planning 

arrangements resulting in income that, 
in the absence of the particular 
arrangement, would have been taxed 
as income of a high-income individual, 
but is instead being taxed as income of 
another lower-income individual, 
typically a family member of the high-
income individual”

 In other words, distributing corporate 
income to individuals in lower tax 
brackets.  



Current legislation restricting 
income sprinkling
 Section 67 of the Income Tax Act – only reasonable 

amounts can be deducted when a corporation pays salary 
or expenses that benefit another person including a 
family member

 Tax attribution rules – where it is determined that an 
individual transferred or loaned property to a non-arm’s 
length person with the intent of conferring a benefit on 
another person income is attributed back to the 
transferor

 Tax on Split Income (TOSI) – introduced in 1999 to 
address sprinkling of certain income to minor children 
(under age of 18), and later expanded to deny the 
lifetime capital gains exemption in respect of disposition 
of shares as part of a non-arm’s length transaction

 If TOSI applies, then the income is taxed at the highest 
marginal tax rate



Summary of extension 
of TOSI rules
 Existing TOSI applies to specified 

individuals under the age of 18
 Expanding the meaning of ‘specified 

individual’ to include Canadian residents 
individuals whether minor or adult

Note: The original proposal indicated that ‘specified
individuals’ would also be expanded to include aunts,
uncles, nieces and nephews. The government has
retracted this inclusion.



Additional changes to 
TOSI
 Split income extended to include:

 Income (i.e. interest) from certain types 
of debt obligations (includes loans to 
companies owned by parents)

 Gains from dispositions after 2017 of 
certain property (shares), the income from 
which is split income

 Partnership income

Note: The original proposal indicated that next generation 
income generated from previously-assessed TOSI would still 
be subject to the TOSI rules (ie. compounding).  Luckily, 
this complicated possibility was eliminated.



Safe Harbours
TOSI will generally not apply:

 Where a business owner is age 65 or older 
and splits income with a spouse, assuming 
the income would not be TOSI to the 
business owner

 If a capital gain qualifies for the capital 
gains deduction (Qualified Small Business 
Corporation Shares or Qualified Farm or 
Fishing Property)

 In the case of shares inherited from a 
deceased by will, if income or gain on the 
shares would not have been TOSI to the 
decedent



Excluded Business
The business will be excluded, and a 
recipient of dividends and capital gains will 
be exempt from TOSI, if he or she:

 Works more than 20 hours per week in the 
current year (pro-rated in case the 
business operates for only a portion of a 
year)

Or

 Meets the above test for at least five 
years (which can be any five years and 
not necessarily continuous) and then will 
be excluded indefinitely



Excluded Shares

 Dividends and capital gains received on 
“excluded shares” will not be subject to TOSI

 Shares of a corporation will be “excluded 
shares” if the company: 

 Is not a professional corporation

 Does not earn >90% of its income from services

 Does not earn >90% of its income from related 
businesses

 The individual must:

 Be over age 25, and

 Own as least 10% of all shares by votes and 
value



Reasonableness test
 If TOSI applies in a circumstance, its 

applicability is subject to a 
reasonableness test (if income split is 
reasonable, then TOSI would not apply)

 Amount is reasonable if it does not 
exceed what an arm’s length party would 
have agreed to pay to the adult specified 
individual

 Information on how this test would be 
enacted and enforced remains somewhat 
unclear and inherently based on 
subjectivity (see next slides for more 
details)



Reasonableness test considers the 
following:

 Labour contribution

 For an adult age 18 to 24, labour is 
not considered

 For an adult age of 25 or older, the 
individual is involved in the 
activities of the business (still 
subject to remuneration that would 
be received from an arm’s length 
party)

Reasonableness test



Reasonableness test considers the following:

 Capital contributions

 For individual aged 18 to 24, amount limited 
to a legislatively-prescribed maximum 
allowable return on the assets contributed in 
support of the business (1%), plus a 
reasonable return on contributions sourced 
from the individual’s own resources

 For individuals over 24, the individual has 
contributed assets, or assumed risk, in 
support of the business

 It is not clear as to what constitutes an 
allowable return and what level of risk needs 
to be assumed or investment made

Reasonableness test



Department of Finance 
example
 Jacob owns a family farm which he works with 

his wife Freida and their 25 year old son 
Herman

 Incorporated farm earns $120k before salary

 Jacob is paid $65k in salary and dividends

 Freida is paid $30k in salary for bookkeeping 
and helping on the farm

 Herman works on the farm during the summer, 
on weekends and during breaks from university 
and is paid $17k in salary and dividends

 Department of Finance has determined this is a 
reasonable allocation and therefore not 
affected by TOSI rules



#2 – Capital Gains Exemption 
Restrictions

Effective date: 



Proposal #2 – what’s the 
issue?



Proposal #2 – what’s the 
issue?



Constraining “multiplication” 
of the exemption
 Three general measures proposed

 Individuals no longer qualify for CGE in respect of gains 
realized or that accrue before the taxation year in which 
the individual is 18 (currently only those under 18 cannot 
claim CGE).

 CGE would not apply to the extent a taxable capital gain 
from disposition of property is included in individual’s split 
income

 Subject to limited exceptions, gains that accrued during 
the time period that property was held by a trust would no 
longer be eligible for the CGE, even if property rolled out 
of the trust



Additional thoughts
 Objective of this legislation was originally 

intended to be enforced through extension of 
TOSI rules (if the income is subject to TOSI, so 
is the gain on disposition) – this has clearly 
been retracted

 Target of draft legislation on TOSI and the 
CGE was inactive shareholders so it is 
uncertain if the government is committed to 
abandoning this concept for the CGE or if this 
a temporary deferral until they can come up 
with a different approach

 Therefore, we may not have seen the end of 
this issue



#3 – Taxation of Corporate 
Investment Income

Effective date: To be announced as

part of Budget 2018



Proposal #3 – what’s the 
issue?

Corporately EarnedCOMPANY

Income 100,000

Tax (15.0%) (15,000)

Net 85,000

Dividend (85,000)

NIL

PERSONAL

Dividend 85,000

Tax on dividend  (45.3%) (38,500)

Net 46,500

PERSONAL

Wage 100,000

Tax (53.5%) (53,500)

Net 46,500

The ability to defer 
tax by keeping the 
money in the 
company instead of 
paying a dividend.

Presume highest Ontario personal marginal tax rates, SBD corporate income.

Corporately Earned Personally Earned



Current system
 Business income earned by a corporation is 

taxed at a lower rate than for individuals

 Ontario small business rate is 15% and 
general corporate rate is 26.5%

 Highest personal tax bracket is 53.53%

 This “deferral” of tax is designed to allow 
companies to keep a larger portion of their 
income to reinvest in the business

 When a business owner takes funds from the 
company for personal use, the “deferred” tax 
is paid (e.g. as personal tax on a dividend)



The Government’s concern

 The Government is concerned that private 
businesses are reinvesting their tax 
deferrals in passive investments – not 
reinvesting the business itself

 This provides a corporate tax advantage 
because a company has more upfront 
capital to invest than a comparable 
individual



Some details of proposed 
changes
 To make the system work, a very high 

effective rate of tax on corporate investment 
income would be needed:

 About 70% on investment income

 About 50% on capital gains

 Proposed “grandfathering” of existing 
investments

 Unclear how this will work

 Complex transition rules/calculations?

 Permanent grandfathering or temporary?

 Proposed exemption for first $50,000 of 
investment income each year



Concerns / Uncertainties

 No timeline for when the new system 
would be effective

 Would significantly increase complexity of 
corporate tax filings

 What qualifies as a “passive investment”?
 Permanent life insurance?

 Investments in other businesses?

 Real estate?

 Rainy-day cash reserves?

 Capital assets used both in a business and as an 
investment?

 Capital gains realized in corporate reorganizations?



Takeaways
 Significant unknowns/uncertainties remain 

until budget 2018
 The proposal might provide incentive for 

business owners to withdraw surplus earnings 
from their company rather than retain for 
corporate investment

 Most affected:
 Business owners accumulating significant 

retirement savings inside a company

 Businesses saving for large investments, that have 
a mix of passive and active assets, or otherwise 
fall in the grey areas of whatever rules are 
proposed



#4 – Capital Gains Taxation
(Surplus Stripping)

Effective date: 



Normal 
Integration

Surplus 
Stripping

Company surplus 85,000 85,000

Tax on dividend (38,505) Nil

Tax on share sale Nil (22,746)

After-tax cash $ 46,495 $ 62,254

Proposal #4 – what’s the 
issue?

Presume highest Ontario personal marginal tax rates.

Effective tax rate 45.3% 26.8%
The ability to structure related-party buy/sell arrangements 
in such a manner as to “strip” out surplus by way of capital 
gain instead of dividend.



Changes proposed
 Several anti-avoidance rules currently exist 

but government feels they are ineffective

 Two general changes proposed:

 Expand the scope and application of 
Section 84.1, which relates to related 
party sales

 Add a new “general anti-surplus stripping 
rule” in Section 246.1 which has 
potentially very broad application

 Both changes were proposed to be effective 
July 18, 2017 (announcement day)



Additional thoughts

 It is likely that this issue is not completely 
dead and that the July 2017 proposals 
would be reintroduced in a new, more 
targeted form sometime in the future

“Minister Morneau announced today [Oct 19th] 
that the Government will not be moving forward 
with measures relating to the conversion of 
income into capital gains… 
In the coming year, the Government will… develop 
proposals to better accommodate 
intergenerational transfers of businesses while 
protecting the fairness of the tax system.”

- Department of Finance





October 3rd Release

“The current tax system is unfair… We are 
going to fix this, while taking into account 
the feedback received during these 
consultations… …. In particular, we will 
act on what we've heard from small 
business owners and hard-working middle 
class farmers and fishers. You are not the 
focus of our changes to strengthen the 
fairness of Canada's tax system. Rather, 
the focus of these changes is a small 
number of wealthy incorporated 
individuals.”

- Bill Morneau, Minister of Finance



October 3rd Release – Key 
Principles
“Tax Fairness and a Strong Middle Class”
1. Support small businesses and their contributions to our 

communities and our economy.

2. Keep taxes low for small businesses, and support owners 
to actively invest in their growth, create jobs, strengthen 
entrepreneurship and grow our economy.

3. Avoid creating unnecessary red tape for hard-working 
small businesses.

4. Recognize the importance of maintaining family farms, 
and work with Canadians to ensure we don't affect the 
transfer of a family business to the next generation.

5. Conduct a gender-based analysis on finalized proposals, to 
ensure any changes to the tax system promote gender 
equity. 



Summary

Proposal Status
#1 – Tax on split income “Simplification” rules have been 

provided, no further changes 
expected

#2 – Capital gains exemption 
restrictions

Eliminated, but will it come back 
in a different form?

#3 – Taxation of corporate
investment income

Proceeding , but details expected 
in Budget 2018 (grandfather 
provision, and cap of first
$50,000 of passive income per 
year to be exempt)

#4 – Surplus-stripping and anti-
avoidance rules

Eliminated, but will it come back 
in a different form?



Questions?

Thank you for attending.

Follow us on twitter   @FammeCo

Like us on facebook @FammeCompany


	Farm Tax Update – �Are You Ready For The New Changes?
	Slide Number 2
	Agenda
	Corporate Tax Rate Changes
	Small Busines versus High Rate
	Corporate Tax Rate Changes
	Personal Tax Changes
	Personal Tax Changes
	Slide Number 9
	Slide Number 10
	Understanding Tax Integration
	Slide Number 12
	Slide Number 13
	Provincial Bill 148
	Bill 148
	Federal Tax Proposals
	Slide Number 17
	Minister of Finance’s Comments
	Proposed Changes
	#1 – Sprinkling Income Using Private Corporations
	Proposal #1 – what’s the issue?
	Definition – Income Sprinkling
	Current legislation restricting income sprinkling
	Summary of extension of TOSI rules
	Additional changes to TOSI
	Safe Harbours
	Excluded Business
	Excluded Shares
	Reasonableness test
	Reasonableness test
	Reasonableness test
	Department of Finance example
	#2 – Capital Gains Exemption Restrictions
	Proposal #2 – what’s the issue?
	Proposal #2 – what’s the issue?
	Constraining “multiplication” of the exemption
	Additional thoughts
	#3 – Taxation of Corporate �Investment Income
	Proposal #3 – what’s the issue?
	Current system
	The Government’s concern
	Some details of proposed changes
	Concerns / Uncertainties
	Takeaways
	#4 – Capital Gains Taxation�(Surplus Stripping)
	Proposal #4 – what’s the issue?
	�Changes proposed
	Additional thoughts
	Slide Number 49
	October 3rd Release
	October 3rd Release – Key Principles
	Summary
	Questions?

